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FINANCIAL MARKETS in 1957 reflected an
economy in the culminating phase of an in-
flation-tinged capital goods boom that gave
way to recession in the latter part of the
year. With the abatement of inflationary
pressures and the downturn in economic ac-
tivity and in credit demands, the Federal
Reserve relaxed its policy of restraint on
bank credit expansion in the final quarter of
the year, after more than two years of re-
strictive pressure.
Business outlays for plant and equipment,
after advancing rapidly in 1955 and 1956,
increased through the third quarter of 1957
before turning down. Business spending
for inventory accumulation slackened in
the first nine months of the year and in the
last quarter inventory liquidation set in.
Consumer expenditures for durable goods
and housing had declined in 1956 from ex-
ceptionally high levels. In 1957, outlays for
durable goods, although larger than in 1956,
fell off as the year progressed, while housing
outlays turned up after midyear.
Business borrowing was large in the first
three quarters of the year although it shifted
from banks toward the capital markets. The
expansion of business loans outstanding at
commercial banks slackened as loan repay-
ments advanced sharply, but the demand for
new loans remained strong and persistent.
In the autumn bank credit to business
declined contraseasonally and the volume of
corporate security flotations for new capital
was below the level of a year earlier. The
growth of consumer debt, both long- and
short-term, slackened somewhat further in
1957, although at banks consumer debt in-
creased as much as in 1956.
Foreign purchases in the United States
CREDIT AND CAPITAL EXPANSION
BiIlions of dollars





NOTE.—Calendar-year totals. Business: (1) security issues—
net change in outstanding corporate securities as reported by
Securities and Exchange Commission, with fourth quarter of
1957 estimated by Federal Reserve and (2) bank loans—net
change in business loans at all commercial banks with figure
for 1957 preliminary. Consumer: (1) net change in mortgage
debt outstanding on 1- to 4-family houses and (2) net change
in short- and intermediate-term consumer credit outstanding.
Federal: net cash borrowing as reported in the Treasury
Bulletin. State and local government: issues for new capital
as reported by Bond Buyer to mid-1956 and by Investment
Bankers Association thereafter.
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were very large in the first half of the year.
Furthermore, unusually heavy amounts were
invested and loaned abroad by United States
corporations and banks as well as by the
Federal Government.
In the first two quarters of the year rising
government expenditures contributed to ex-
panding aggregate demand for goods and
services. The Federal cash surplus de-
creased sharply in calendar year 1957. Ex-
penditures by State and local governments
continued their steady increase and the
volume of security issues by these govern-
ments rose sharply.
With aggregate private demand for loan-
able funds strong relative to the supply of
savings and bank credit, and Treasury debt
repayment declining, interest rates rose fur-
ther over much of the first three quarters of
the year, then leveled off and declined.
Following the reduction in Federal Reserve
discount rates in mid-November, the decline
in market interest rates accelerated.
BANK LOANS AND INVESTMENTS
Total credit at commercial banks increased
$4.9 billion in 1957, compared with $4.2
billion in the previous year. Loans ex-
panded less than half as much as in 1956
but, for the first year since 1954, commer-
cial banks added on balance to their security
portfolios instead of reducing them.
Loans. The slackening in expansion of
bank loans that began in the latter part of
1956 became more marked in the first half
of 1957. In the third quarter loan expan-
sion was less than in the same period of any
other postwar year except 1954. Total
loans outstanding declined contraseasonally
in October and remained unchanged in
November; a sharp rise in December was
quickly offset in early January. Most of the
slowdown during the year 1957 was ac-
LOANS AND INVESTMENTS OF COMMERCIAL
BANKS
































































1 Data tor Dec. 31, 1957 are preliminary.
NOTE.—Data exclude interbank loans. Total loans are
after, and types of loans before, deductions for valuation
reserves. Consumer and other loans are partly estimated for
all dates. Details may not add to totals because of rounding.
counted for by business and real estate
credit, the largest components of commer-
cial bank lending.
Outstanding loans to business at all com-
mercial banks increased $1.8 billion in
1957, about one-third as much as in the
previous year. The smaller increase re-
flected greater reliance of corporations on
the capital markets and also a reduced rate
of inventory accumulation. On a book
value basis, manufacturing and trade inven-
tories rose only $2.8 billion in the first nine
months of 1957, less than half the amount
in the same period of 1956; in the fourth
quarter these inventories were reduced $900
million in contrast with an increase of $1.2
billion a year earlier.
The slower growth in business loans out-
standing was the result of influences operat-
ing on both new loans and repayments.
Repayments rose sharply relative to new
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loans, reflecting the earlier rapid growth of
new lending as well as the large current
volume of corporate borrowing in capital
markets. Gross new lending, however, con-
tinued to increase in 1957 and failed to ex-
ceed the corresponding 1956 amount only
in the fourth quarter. In view of the high
levels which loan-deposit ratios had reached
by early 1957, the large inflow of repay-
ments was not unwelcome to banks as a
source of funds to finance the continued
high level of new loans.
Growth in bank loans to business oc-
curred chiefly in the months of March, June,
and December, when income tax payments
impinged further on the liquidity of business
concerns. The year began with a record vol-
ume of loan repayments by businesses that
normally repay early in the year after build-
ing up their indebtedness in the latter part
of the preceding year. The course of busi-
ness loans during the remainder of the first
half of 1957 was not very different than it
was in the same period of 1956. After
declining in July, business loans increased
in August and September. In October,
however, there was a net decline of $600
million in business loans outstanding, in
contrast with an increase of $200 million in
October 1956.
After further reduction in November,
business loans expanded sharply in Decem-
ber, when the increase was as much as in
December 1956. In January and early
February 1958, however, net repayments
exceeded those of any similar period in
recent years.
The slackening in growth of business
loans was concentrated at banks in leading
cities where outstanding commercial and
industrial loans increased $1.1 billion in
1957, compared with $4.6 billion in 1956.
Banks outside leading cities continued to
show a loan expansion only slightly smaller
than in 1956.
All industry groups with the exception of
sales finance companies borrowed less
heavily at city banks than in the previous
year. Sales finance companies, which made
net repayments of $200 million in 1956, in-
creased bank loans $250 million in 1957
but borrowed somewhat less through issues
of new securities than in the year before.
Metal-using industries, which accounted
for a substantial part of loan growth in 1956
as plant and equipment outlays increased
rapidly, borrowed one-third less in the first
six months of 1957 than a year earlier.
After midyear they reduced their bank debt
$500 million. The petroleum, coal, chemi-
BUSINESS LOANS — CUMULATIVE CHANGE DURING YEAR
Billions of dollars
PUBLIC UTILITIES FOOD PROCESSORS
and
COMMODITY DEALERS
NOTE.—Monthly changes in large loans at a sample of more
than 200 large banks in the weekly reporting member bank
series. All changes are cumulative from the last Wednesday
of December in the preceding year.
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cal, and rubber group, which also borrowed
substantially in 1956, increased indebted-
ness to commercial banks about half as
much in 1957.
Public utility companies, undertaking
substantial investment outlays and also bor-
rowing heavily in the capital markets, were
the only major group other than sales fi-
nance companies that increased bank debt
more in the first half of 1957 than a year
earlier. After midyear, these companies
borrowed much less than in the correspond-
ing period of 1956.
Real estate loans outstanding at all com-
mercial banks increased $600 million in
1957, about a third as much as in 1956.
There was little change in the first half of
the year when net repayments of real estate
credit at city banks about offset the slow
growth at other banks. The downward
movement at city banks was reversed in the
second half of the year and real estate credit
at all commercial banks rose $500 million,
compared with $700 million in the same
period of 1956.
Although real estate loans at commercial
banks grew less than half as much as in
1956, total mortgage credit from all lenders
expanded about four-fifths as much as in the
preceding year. Such credit outstanding
from all lenders increased about 8 per cent,
after expanding at an average annual rate
of 13 per cent for a decade.
Loans to consumers at commercial banks
rose $1.3 billion or 10 per cent. This was
about the same amount as in 1956. Short-
and intermediate-term credit to consumers
from all lenders rose less than in 1956, re-
payments having increased more than exten-
sions of new instalment loans. Total out-
standing consumer credit increased 6 per
cent during the year.
Bank loans for purchasing and carrying
securities showed little net change in 1957,
after declining $800 million in 1956. Net
debit balances of customers with New York
Stock Exchange firms and total customer
credit declined more than 10 per cent after
July. In January 1958, the Board of Gov-
ernors reduced margin requirements from
70 to 50 per cent.
Bank investments and Treasury finance.
Commercial bank security portfolios in-
creased $1.2 billion in 1957, after declining
$7 billion in 1955 and $3.4 billion in 1956.
Holdings of United States Government se-
curities declined slightly but holdings of
other securities, including those of Govern-
ment agencies, State and local governments,
and business corporations, increased $1.5
billion.
In the first half of the year commercial
banks reduced their Government security
portfolios $3.1 billion, compared with a
reduction of $5 billion in the first half of
1956. These holdings were increased some-
what in the third quarter, as in 1956, and
substantially in the fourth quarter, par-
ticularly in December. In general, commer-
cial banks acquired large amounts of new
Government securities as they were issued,
paying for them by crediting the Treasury's
tax and loan accounts. After each new
issue except in December, banks sold Gov-
ernment securities in substantial volume.
The smaller reduction in commercial
bank holdings of Government securities in
1957 accompanied a smaller volume of debt
repayment by the United States Treasury.
Cash repayment of debt amounted to $1.2
billion compared with $5.9 billion in 1956.
Federal cash receipts were $4.2 billion
larger than in 1956—primarily because of
rising revenue from individual income taxes
—but cash expenditures rose twice as much,
or $8.5 billion. Most of the increase in
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expenditures was accounted for by non-
defense outlays, notably social security bene-
fits, highway payments to the States, interest
payments, and agricultural outlays.
The Treasury found it necessary to enter
the securities markets nearly every month
for new borrowing or refunding operations.
For the year as a whole, gross new borrow-
ing through the public sale of securities
amounted to nearly $16 billion, twice as
much as in 1956. The higher level of new
money financing in the market reflected
cash needs arising from a sharp rise in sav-
ings bond redemptions and, on some occa-
sions, relatively heavy attrition on refunding
operations.
In the second half of the year the Treas-
ury also relied to some extent on borrowing
not subject to the statutory debt ceiling, in
particular on the sale of Federal National
Mortgage Association notes and debentures.
Part of the proceeds was used to repay ear-
lier advances from the Treasury. Much of
the $1 billion increase in FNMA securities
after midyear was taken by commercial
banks.
at year-end the active money supply was
somewhat below the level of a year earlier.
Following the announcement of higher
rates of interest on savings and other time
deposits at many commercial banks, such
deposits increased $5.3 billion in 1957, more
than twice as much as in 1956. Some of the
growth in time deposits and the decline in
demand deposits no doubt reflected directly
or indirectly the shifting of relatively in-
active balances from checking to time ac-
counts to obtain an interest return.
Apparently the growth in time deposits
at commercial banks represented only in
small part a net shifting of funds from other
savings institutions. While time deposits at
commercial banks increased $3.1 billion
more than in 1956, the combined growth of
savings accounts at mutual savings banks
and of share capital at savings and loan as-
sociations fell behind 1956 by only $300
million; in 1956, these thrift institutions had
experienced a combined growth in savings
slightly larger than in 1955. Although
there were large net redemptions of United
DEPOSITS AND CURRENCY
Total deposits at commercial banks in-
creased $4.3 billion, or about 2Vi per cent
in 1957. This was one-fifth more than in
1956. Demand deposits adjusted and cur-
rency outside banks, generally considered to
represent the active money supply, declined
slightly while time deposits grew by a record
peacetime amount.
The active money supply had expanded
nearly 3 per cent in 1955 and 1 per cent in
1956. The latter rate of growth was main-
tained, on a seasonally adjusted annual
basis, in the first half of 1957. For the
remainder of the year, demand deposits and
currency expanded less than seasonally and
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NOTE.—Time deposits (excluding interbank deposits) at
commercial and mutual savings banks. Share accounts for all
savings and loan associations in the United States, from the
Federal Savings and Loan Insurance Corporation. Figures for
1957 are preliminary.
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States savings bonds in 1957, individual
holdings of marketable securities, both gov-
ernmental and private, expanded markedly.
Deposit turnover. With limited expansion
of demand deposits and continued growth
of the dollar volume of income and expendi-
tures through the first three quarters of the
year, the intensity of use of the active money
supply increased but not so much as in the
two preceding years. In the third quarter
the turnover of demand deposits was 6 per
cent higher than a year earlier. In the
fourth quarter, however, deposit turnover
rose less than seasonally and exceeded the
rate of a year earlier by 3 per cent.
At the end of 1957 the turnover of de-
mand deposits was at its highest year-end
rate in more than 25 years. Correspond-
ingly, in 1957 the ratio of the money supply
to the gross national product was at its
lowest level since the early thirties. In
other words, money holdings were being
economized.
The ability and willingness of consumers
and businesses in the past three years to get
along with cash balances that were growing
less rapidly than income and expenditures
represented a response to several related
developments. Consumers and businesses
tended to shift out of demand deposits
in response to rising interest yields on other
financial assets; they also attempted to
protect the value of their assets, in the face
of actual and expected price advances, by
acquiring interest-earning financial instru-
ments or assets whose value would tend to
rise with prices; moreover, the limited avail-
ability and increased cost of bank loans in-
duced businesses and individuals to draw on
cash balances to finance outlays.
This type of accommodation to monetary
restraint tends to cushion the effects of such
restraint. At the same time, however, there
are limits to the intensity of use of money,
and changes in money turnover are one of
the factors taken into account by the Federal
Reserve in formulating monetary policies.
FEDERAL RESERVE POLICIES
The policy of restraint on bank credit expan-
sion that had been in force since 1955 con-
tinued in the first three quarters of 1957.
As in earlier years, the objective was to
limit rather than to halt the growth of bank
credit. In 1957 total bank credit continued
to expand.
With the abatement of inflationary ten-
dencies, the slackening of credit demands,
and the turn in economic activity, the policy
of restraint was relaxed beginning in the
second half of October. Open market and
discount policies were both changed. The
availability of reserves was increased and
the cost of member bank borrowing from
the Reserve Banks was reduced.
In the closing months of the year the
System provided sufficient reserves in rela-
tion to the demands for bank credit to per-
mit member banks to reduce their borrow-
ing at the Reserve Banks considerably. At
the turn of the year, the level of borrowing
was below excess reserves, as the chart
shows. Reflecting the easier reserve posi-
tions of member banks and the reduction in
discount rates at Reserve Banks, as well as
the actual and expected decline in demands
for funds, market interest rates fell sharply.
Apart from seasonal movements, total
member bank reserves changed little in
1957, declining $100 million over the year
after rising $300 million in 1956. With
expansion confined to time deposits, and
with a larger decrease in demand deposits
at city than at country banks, the growth in
total deposits brought about no increase in
the required reserves of member banks.
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NOTE.—Monthly averages of daily figures except that Feb-
rnarv 1958 figures are averages for first 10 days only. Data
for 1958 are preliminary. Free reserves are excess reserves of
member banks less their borrowing from Reserve Banks.
Member bank reserve positions had been
permitted to ease somewhat in the second
half of 1956 in view of economic and finan-
cial uncertainties associated in part with
international disturbances. After a further
temporary easing in early 1957, related
mainly to technical market factors, pressure
on reserves was again intensified and by
April member bank indebtedness at the Re-
serve Banks exceeded $1 billion, compared
with an average of $700 million in the
fourth quarter of 1956.
The level of member bank indebtedness
fluctuated in a narrow range around $1 bil-
lion through September. Thereafter, as
monetary policy was relaxed, member bank
borrowing declined and in January the
average was less than $500 million.
Open market operations were used to
offset the effect on bank reserves of seasonal
movements in currency and demand de-
posits. In addition, open market policy
took account of other factors that were
influencing member bank reserves, notably
gold purchases by the United States Treas-
ury and a slower growth of currency in
circulation.
In the course of the year the United
States Treasury purchased $770 million of
gold from the International Monetary Fund
and foreign monetary authorities. This,
together with other international trans-
actions, added $850 million to member
bank reserves between December 1956 and
December 1957.
Growth of currency in circulation drained
only $150 million of reserves in 1957,
compared with more than $500 million in
each of the two previous years. Although
there was a net decline in Federal Reserve
float in 1957, in contrast with an increase
in 1956, the several nonpolicy or market
factors that affect reserves, when taken to-
gether, contributed $660 million to member
bank reserves in 1957 whereas in 1956 they
added only $240 million. The ways in
which factors outside the direct influence of
the Federal Reserve affect bank reserve posi-
tions are described in the article beginning
on page 122 of this BULLETIN.
Over the year as a whole, Federal Re-
serve holdings of United States Govern-
ment securities and bankers' acceptances
were reduced $790 million. In the first
nine months, when other factors supplied
more reserves than in the previous year, the
net decline in the System open market port-
folio was more than $1.4 billion, compared
with $875 million in the same period of
1956.
In the final quarter, when other factors
provided a smaller reserve drain than in the
previous year, net open market purchases
amounted to $680 million, compared with
somewhat more than $1 billion in the same
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period of 1956. Nevertheless, with loan
demands considerably reduced, this volume
of open market purchases caused member
bank reserve positions to ease markedly in
the last quarter of the year. In December
member bank indebtedness to the Reserve
Banks exceeded excess reserves by only
about $100 million as compared with $400-
$500 million from the spring through mid-
October. Excess reserves exceeded mem-
ber bank borrowing by an average of $100
million in January 1958 and by more than
$200 million in recent weeks.
Federal Reserve discount rates were
raised one-half percentage point in August,
following an extended period of advance in
market interest rates that carried Treasury
bill yields and other short-term money mar-
ket rates well above the 3 per cent discount
rate that had been established in August
1956. In mid-November, in response to the
change in the economic situation and to
confirm the shift in monetary policy, dis-
count rates were reduced to 3 per cent.
This was followed in January by a further
reduction at most Reserve Banks to 2
34
per cent.
In February the Board of Governors re-
duced by one-half percentage point the re-
serves required to be maintained against
demand deposits at all classes of member
banks. This change releases about $500
million of required reserves.
INTEREST RATES
Following a temporary decline early in the
year, interest rates rose to new high levels
during the first three quarters of 1957, ex-
tending the general advance that began in
late 1954. The further upward movement
reflected the continuing large demand for
loanable funds in relation to the supply
of savings and bank credit and a declin-
ing volume of Treasury debt repayment.
In the latter part of the year interest rates
turned down in response to the slowdown
in business activity and «the relaxation of
monetary restraint. The downward move-
ment accelerated after the mid-Novem-
ber reduction in Federal Reserve discount
rates. During the early weeks of 1958 in-
terest rates continued to fall, particularly
those on short-term debt. The decline in
most interest rates in the three months from
mid-November to mid-February exceeded
the decline that occurred in six months
in 1953.
The reduction in market interest rates in
the opening months of 1957 reflected some
uncertainty about the business outlook as
well as seasonal factors in the financial
markets. With the renewal of business
optimism in the second quarter, and with
actual and anticipated borrowing in capital
markets at record levels, the advance in
bond yields was resumed. Of special sig-
nificance in the rise of yields on Government
securities at that time was the frequency of
new Treasury financing.
The summer advance of interest rates in-
cluded a rise from 4 to AVi per cent in early
August in the rate charged by commercial
banks on prime business loans. This change
was followed by advances in other short-
term market interest rates and also in Fed-
eral Reserve discount rates from 3 to ZVi
per cent. Not long after these changes, the
rise in interest rates ceased and most rates
were relatively stable at a high level until
the latter part of October.
Yields on long-term Treasury bonds did
not share in the further rise of market rates
during the summer, but leveled off between
3.60 and 3.70 per cent shortly after mid-
year. With yields on short-term Treasury
issues still rising under the pressure of Treas-
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ury financing, the spread between yields on
short- and long-term Government securi-
ties became unusually narrow. The con-
tinued rise of corporate bond yields until
September greatly widened the spread be-
tween Treasury and corporate bond yields.
State and local government bond yields
reached a peak of 3.45 per cent in late
August and then turned down, declining
during most of September and October. By
late October Treasury yields also turned
down, despite the imminence of further
Treasury borrowing during November.
Yields on high-grade corporate bonds
reached a peak of 4.14 per cent in early
October and then leveled off.
The magnitude of rate declines in recent
months is shown in the accompanying chart.
As would be expected, reductions were
largest among short-term rates. Treasury
bill yields fell to less than 1.75 per cent
from the 3.66 per cent high of October
1957. The rate on 4-6 month commercial
paper was reduced successively from AV& to
2% per cent. Following the January reduc-
tion in discount rates at most Federal Re-
serve Banks to 2% per cent, the rate charged
by commercial banks on prime loans was
lowered from AVz to 4 per cent.
Declines in bond yields were also very
rapid in the last two months of 1957 and, in
the case of corporate and municipal bonds,
INTEREST RATES
Per cent
1953 1954 1955 1956 1957 '58
NOTE.—Market yield data are weekly averages of daily
figures. Treasury bill rates are market yields on 90-day bills.
Long-term U. S. Government yields are on bonds maturing or
callable in 10 years or more. Commercial paper rate is on
prime 4- to 6-month open market paper. Yields on corporate
and State and local government bonds are from Moody's In-
vestors Service. Latest figures are for week ending February 8.
in the early weeks of 1958. More recently
the downward movement in long-term yields
has been interrupted and in some cases re-
versed as a result of the flotation of a new
long-term bond by the United States Treas-
ury and a large volume of financing by State
and local governments and by corporations.
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